
 
 r Ernst & Young LLP 

Frost Bank Tower 
Suite 1800 
100 West Houston Street 
San Antonio, Texas  78205-1457 
 

r Phone: (210) 228-9696 
Fax: (210) 242-7252 
www.ey.com 

 

A Member Practice of Ernst & Young Global 
 

Report of Independent Accountants 
 
 
 
To the Management of SBC Communications Inc. 
 
1. We have examined SBC Communications Inc.’s (the “Company” or “SBC”) 

compliance with the Merger Conditions1 during the Evaluation Period,2 and 
management’s assertion, included in the accompanying Report of Management on 
Compliance with the Merger Conditions (“Report of Management”), that SBC 
complied with the Merger Conditions for the Evaluation Period except as noted 
therein. Management is responsible for the Company’s compliance with the Merger 
Conditions. Our responsibility is to express an opinion based on our examination. 

 
2. Our examination was conducted in accordance with attestation standards established 

by the American Institute of Certified Public Accountants and, accordingly, included 
examining, on a test basis, evidence about the Company’s compliance with the 
requirements referenced above and performing such other procedures as we 
considered necessary in the circumstances. We believe that our examination provides 
a reasonable basis for our opinion. Our examination does not provide a legal 
determination on the Company’s compliance with specified requirements.  

 
3. Our examination disclosed the following material noncompliance with the Merger 

Conditions applicable to the Company during the Evaluation Period:  
 

a. Condition 14 “Carrier-to-Carrier Promotions: Unbundled Loop Discount,” 
required the Company to provide to Competitive Local Exchange Carriers 
(“CLECs”) discounted prices on monthly recurring charges for unbundled local  
 

                                                 
1 Merger Conditions are set forth in Appendix C of the Federal Communications Commission’s (“FCC’s”) 
Order Approving the SBC/Ameritech Merger (Applications of Ameritech Corp. and SBC Communications 
Inc. for Consent to Transfer Control of Corporations Holding Commission Licenses and Lines Pursuant to 
Section 214 and 310(d) of the Communications Act and Parts 5, 22, 24, 25, 63, 90, 95 and 101 of the 
Commission’s Rules, CC Docket No. 98-141, Memorandum Opinion and Order, 14 FCC Rcd 11712 
(1999)). In addition, the term Merger Conditions also includes Section 3, “True-up Process” documented in 
the “Compliance Plan of SBC Communications Inc.” (“Compliance Plan”) attached to the “Consent 
Decree” set forth in the Order and Consent Decree released March 20, 2003 by the FCC in File No. EB-02-
IH-0382 (hereafter “Consent Decree”). At the direction of the FCC Staff, Ernst & Young LLP reported on 
the Company’s compliance with Sections 1 and 2 of the Compliance Plan attached to the Consent Decree 
in conjunction with our attestation examination of the Company’s compliance with the Merger Conditions 
for the year ended December 31, 2002. This examination did not include procedures necessary to 
determine compliance with the FCC’s pricing rules. 
 
2 The Evaluation Period is defined for each Merger Condition in Attachment A. 
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 loops used in the provision of local service to residential end user customers for 
36 months after the first day that SBC was authorized to provide in-region, 
interLATA services in the relevant state. One CLEC tested did not receive the 
discount on certain loops ordered prior to closure of the offer window in the SBC 
Midwest3 region and did not receive the discount during the Evaluation Period. 

b. Condition 15 “Carrier-to-Carrier Promotions: Resale Discount,” required the 
Company to provide discounts for 36 months to CLECs for telecommunications 
services that are resold to residential end user customers ordered by November 7, 
2002. The Company was required to apply these discounts within 60 days of the 
initial billing for the service through credits, true-ups or other billing mechanisms. 
Some CLECs tested did not receive discounts on certain eligible lines ordered 
prior to closure of the offer window and did not receive the discount during the 
Evaluation Period.  

c. Condition 26, “Compliance Program,” requires the Company to file, for public 
record, an annual compliance report detailing the Company’s compliance with the 
Merger Conditions. The Company filed its annual compliance report covering the 
year ended December 31, 2004, on March 15, 2004, as required. The filed annual 
compliance report did not note the material noncompliance related to 
Condition 14, “Carrier-to-Carrier Promotions: Unbundled Loop Discount” as 
discussed in paragraph 3.a. as it relates to one CLEC tested not receiving 
discounts during the Evaluation Period and Condition 15 “Carrier-to-Carrier 
Promotions: Resale Discount,” as discussed in paragraph 3.b. as it relates to 
certain CLEC lines not receiving the eligible discount. 

 
4. In our opinion, except for the material noncompliance described in paragraph 3. 

above, the Company complied, in all material respects, with the Merger Conditions 
for the Evaluation Period, including the filing of an accurate annual compliance 
report, and the Company providing the FCC with timely and accurate notice pursuant 
to specific notification requirements.  

 

                                                 
3 The “SBC Midwest” region refers to the states of Illinois, Indiana, Michigan, Ohio and 
Wisconsin. 
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5. This report is intended solely for the information and use of the Company and the 
FCC and is not intended to be and should not be used by anyone other than these  
specified parties. However, this report is a matter of public record and its distribution 
is not limited. 

  
August 29, 2005 



Attachment A 
 
 

 1

The Company and the FCC Staff agreed to the following definition of the Evaluation 
Period by Merger Condition: 
 

No. Condition Name Evaluation Period 
1 Separate Affiliate For 

Advanced Services 
Condition sunset prior to January 1, 2004 

2 Discounted Surrogate Line 
Sharing Charges 

Condition sunset prior to January 1, 2004 

3 Advanced Services OSS January 1, 2004 through October 22, 2004 for 
Arkansas, California, Illinois, Indiana, Kansas, 
Michigan, Missouri, Ohio, Oklahoma, Nevada, 
Texas and Wisconsin 
 
January 1, 2004 through December 31, 2004 for 
Connecticut 

4 Access to Loop Information for 
Advanced Services 

Condition sunset prior to January 1, 2004 

5 Loop Conditioning Charges 
and Cost Studies 

Condition sunset prior to January 1, 2004 

6 Non-discriminatory Rollout of 
xDSL Services - Urban 

January 1, 2004 through May 31, 2004 for 
Oklahoma 
 
January 1, 2004 through January 11, 2005 for 
Indiana 
 
Condition sunset prior to January 1, 2004 for 
Arkansas, California, Connecticut, Illinois, 
Kansas, Michigan, Missouri, Ohio, Nevada, 
Texas and Wisconsin 

6 Non-discriminatory Rollout of 
xDSL Services - Rural 

Condition sunset prior to January 1, 2004 

7 Carrier-to-Carrier Performance
Plan 

Condition sunset prior to January 1, 2004 for 
Arkansas, California, Illinois, Indiana, Kansas, 
Michigan, Missouri, Ohio, Oklahoma, Nevada, 
Texas and Wisconsin 
 
Condition sunset on May 20, 2004 for 
Connecticut - The period January 1, 2004 
through May 20, 2004 was included in our 
Report of Independent Accountants dated 
August 27, 2004 (Prior Year Report) 
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No. Condition Name Evaluation Period 
8 Uniform and Enhanced OSS January 1, 2004 through December 31, 2004 for 

Connecticut 
 
Paragraph 27: January 1, 2004 through April 24, 
2005 for Arkansas, California, Illinois, Indiana, 
Kansas, Michigan, Missouri, Ohio, Oklahoma, 
Nevada, Texas and Wisconsin 

9 Restructuring OSS Charges Condition sunset prior to January 1, 2004 

10 OSS Assistance to Qualifying 
CLECs 

Condition sunset prior to January 1, 2004 

11 Collocation Compliance Condition sunset prior to January 1, 2004 

12 Most-Favored-Nation 
Provisions for Out-of-Region 
and In-Region Arrangements 

Condition sunset prior to January 1, 2004 

13 Multi-State Interconnection 
and Resale Agreements 

Condition sunset prior to January 1, 2004 

14 Carrier-to-Carrier Promotions: 
Unbundled Loop Discount  

January 1, 2004 through December 31, 2004 for 
Illinois, Indiana, Michigan, Ohio and Wisconsin.
 
January 1, 2004 through November 16, 2004 for 
Arkansas. 
 
Condition sunset prior to January 1, 2004 for 
California, Connecticut, Kansas, Missouri, 
Nevada, Oklahoma and Texas 

15 Carrier-to-Carrier Promotions: 
Resale Discount 

January 1, 2004 through December 31, 2004 

16 Carrier-to-Carrier Promotions: 
UNE Platform  

January 1, 2004 through December 31, 2004 

17 Offering of UNEs Condition sunset prior to January 1, 2004 

18 Alternative Dispute Resolution 
through Mediation 

Condition sunset prior to January 1, 2004 

19 Shared Transport in Ameritech 
States 

Condition sunset prior to January 1, 2004 

20 Access to Cabling in Multi-
Unit Properties 

Condition sunset prior to January 1, 2004 
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No. Condition Name Evaluation Period 
21 Out-of-Territory Competitive 

Entry (National-Local 
Strategy) 

Condition sunset prior to January 1, 2004 

22 InterLATA Services Pricing Condition sunset on April 8, 2004 - The period 
January 1, 2004 through April 8, 2004 was 
included in the Prior Year Report 

23 Enhanced Lifeline Plans January 1, 2004 through August 22, 2004 for 
Arkansas 
 
January 1, 2004 through February 13, 2004 for 
Texas 
 
Condition sunset prior to January 1, 2004 for 
California, Connecticut, Illinois, Indiana, 
Kansas, Michigan, Missouri, Nevada, Oklahoma, 
Ohio and Wisconsin 

24 Additional Service Quality 
Reporting  

Condition sunset prior to January 1, 2004 

25 NRIC Participation Condition sunset prior to January 1, 2004 

26 Compliance Program January 1, 2004 through December 31, 2004 
 Section 3 of the Compliance 

Plan attached to the Consent 
Decree dated March 20, 2003 

The current Evaluation Period encompasses the 
Company’s final true-up payment calculation 
made in September 2004 for the corrections 
made to reported results for the period February 
2003 through September 2003 for Illinois, 
Indiana, Michigan, Ohio and Wisconsin and 
February 2003 through March 2004 for 
Connecticut. 

 




























